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COLOMBIA: KEY ECONOMIC INDICATORS 


(All values in millions of U.S. dollars unless otherwise stated) 


Nati counts 1981 1982 Percent Change 
1981-1982 


Gross Domestic Product 37,967 
Real GDP (1975 prices) 16,489 
GDP per capita 1,396 
GDP per capita (1975 prices) 606 


Production 


Coffee (60 kilo bags) (coffee year) 14,300 
Crude Oil (millions of barrels) 51,769 
Cement (metric tons) 4,720 
Steel (metric tons) 215,052 
Industrial Production Index (1970=100) 84.0 


Employment and Wages 


Real Industrial Wage Index (1980=100) 
Industrial Employment Index 
Unemployment Rate, 7 cities (percent) 


Money and Prices 


Money Supply, Ml* (millions of pesos) 259,709 325 ,699 
Commercial Interest Rate (annual rate) 42-50 36-42 
Consumer Price Index (1978 = 100) 208.0 237.7 
Wholesale Price Index (1970 = 100) 1,144.6 1,426.1 
Dollar Exchange Rate* 59.07 70.29 


External Accounts 


Gross Reserves 5,632.9 
Exports of Goods 2,731.5 
Coffee Exports 1,562.7 
Exports to U.S.** 670.0 
Imports Payments 5,640.5 
Imports from U.S.** 2,024.8 
U.S. Share*** 33.2 
Current Account Balance -654.8 
Total External Debt 9,145.7 
Debt Service Ratio (% of Exports) 27.4 
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* End of period. 
** Based on registrations. 
*** This market share is based on trade registrations. U.S. market share is 
slightly higher when based on customs manifests (34 percent in 1981 and 
36 percent in 1982). 





SUMMARY 


In 1982, the recession that has afflicted Colombia since 1979 deepened and 
the country began to experience problems with the external account. Real GDP 
grew 1.1 percent, which was much less than expected at the beginning of the 
year and represented the first decline in per capita income (-0.7 percent) 

in recent memory. Unemployment rose to 10.1 percent by the end of the year. 
The recession was also evident in rising inventories and record losses in 
basic industries such as steel, textiles, and automobiles. The agricultural 
sector registered its poorest performance in several decades. The exchange 
balance deteriorated rapidly in 1982. International reserves fell 13.1 per- 
cent, the first decline since 1974. The depreciation of the peso accelerated 
to 19 percent for the year. The fiscal deficit increased to 3.5 percent of 
GDP. Perhaps the only positive news coming out of this generally dismal per- 
formance was the slowing of inflation by 2.4 points to 24.0 percent in 1982. 


1982 ECONOMIC PERFORMANCE 


The table below breaks down Colombia's 1982 economic performance by sector 
and shows the relative weight of each sector. The table is followed by a 


review of the sectors of particular interest to U.S. traders and investors. 


COLOMBIA 1982 GDP BY SECTORS 
SEC TOR WEIGHT PERFORMANCE 


Agriculture 

Manufacturing 

Commerce 

Mining 

Transport and Communication 
Construction and Public Works 
Banks, Insurance, Real Estate 
Gas, Water, and Electricity 
Others 
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Source: DANE, National Accounts 


AGRICULTURE: The agricultural sector recorded its poorest performance in 
several decades with a one percent decline in production due to a 1.6 per- 
cent decrease in area cultivated and poor weather. Decreases were noted in 
coffee (-8.9 percent), cotton (-58.1 percent), yucca (-6.9 percent), tobacco 
(-6.8 percent), bananas (-10.6 percent), and barley (-4.3 percent). 





Increases were recorded in rice (12.9 percent), wheat (13.9 percent), sorghum 
(8.2 percent), African palm (6.6 percent), and soya (11.0 percent) due to 
better support prices. Total agricultural exports equaled $2 billion in 
1982, a 4.2 percent increase over 1981. Seventy-three percent of Colombia's 
exports are agricultural commodities. Coffee accounted for $1.5 billion in 
exports. Other major exports were fresh cut flowers ($123 million), bananas 
($154 million), sugar ($48 million), and meat ($41 million). 


Agricultural imports fell 31 percent to $330.8 million. Major imports 
included wheat ($100 million), soybeans and products ($60 million), coarse 
grains and products ($30 million), and inedible tallow ($20 million). The 
United States provided 62 percent of Colombia's agricultural imports. 


INDUSTRY: For the second consecutive year, industrial production declined 
-2.3 percent in 1982). Employment fell five percent in 1982. A record 
number of businesses failed and many leading companies posted record losses. 
Indebtedness in the industrial sector rose from 59.4 percent of total assets 
in 1978 to 66.6 percent in 1982 with some large firms struggling with 80 
percent indebtedness ratios. Sales in 1982 increased only 20 percent 
(-4 percent real), and average return on assets fell from 15.6 percent in 
1981 to 10.6 percent. Particularly hard hit industries included transport 
material and equipment (-15 percent), textiles (-6 percent), rubber 
(-10 percent), wood and furniture (-23 percent), beverages (-6 percent), and 
the food industry (-2 percent). Some industries bucked these negative 
trends, including plastics, chemicals, and refined petroleum products. By 
the end of 1982, industrial capacity utilization stood at 70 percent. 


MINING AND ENERGY: The small mining sector continued to expand rapidly at a 
6.5 percent annual rate. Petroleum production increased 6.0 percent. Pro- 
duction of private companies increased 12.7 percent, while public sector 
production declined slightly by 0.7 percent. A record number of wells were 
drilled and foreign investment reached $179 million, up 105 percent over 
1981. Electric energy production increased nine percent after severe 
rationing in 1981. Coal production was up five percent to 5.3 million tons. 
Natural gas production increased 8.3 percent. 


EMPLOYMENT AND PRICES 


Conservative official government statistics revealed that unemployment in the 
seven largest cities rose from 8.2 percent in December 1981 to 10.1 percent 
in December 1982. While no figures are available for underemployment, most 
observers believe it rose significantly from the estimated 14 to 16 percent 
of the year before. Medellin with 13.8 percent had the highest unemployment 





rate of the four largest cities, according to official figures, but most 
observers believe Medellin's unemployment is higher--20 to 24 percent. 


Inflation slowed more than two points in 1982, falling from 26.4 percent in 
1981 to 24 percent. Wholesale prices increased 24.6 percent, down slightly 
from a 25.1 percent increase in 1981. The slowdown in prices was due 
principally to a 20 percent decline in industrial prices due to lower prices 
on imports and reduced economic activity. Prices are expected to slow in 
1983, and through the first quarter had increased at a 22 percent annual 
rate. Unemployment, however, is expected to increase and by the end of March 
stood at 10.8 percent, the highest rate since 1975. 


FISCAL AND MONETARY TRENDS 


The 1982 fiscal deficit ballooned to 90 billion pesos ($1.3 billion ). 

Fiscal reform is a high priority of the Betancur Administration. Between 
1978 and 1982, real government income grew only 6.7 percent per year, while 
expenses increased at an 8.0 percent annual rate in real terms. During the 
same period, real income tax collections fell 1.3 percent. Consequently, the 
Government has become increasingly dependent on indirect taxes and inflation- 
ary emissions to finance its operations. The deficit is expected to expand 
in 1983, due to increased public investment projects designed to reactivate 
the economy, while government income will grow slowly due to lower imports, 
lower interest income on declining international reserves, and the uncertain 
short term fiscal results of the tax reform. 


Ml grew at a 25.4 percent rate in 1982 or four points higher than in 1981. 
However, M2 barely grew in 1982: 24.6 percent (0.6 percent real growth) due 
to the financial crisis which caused many people to prefer liquid assets. 
The monetary base grew 17.7 percent in nominal terms in 1982 (real growth 
-6.3 percent) due to the strongly contractionary effect of the external 
accounts. The monetary authorities have recently increased Banco de la 
Republica credit operations in order to offset this contraction. Even so, 
Ml declined eight percent in the first quarter of 1983. 


The Government has taken steps to reduce high real interest rates (15 percent 
or more on loans). In November, the Government lowered by 3 percent to a 
maximum of 27 percent the nominal interest rate offered to depositors in 
official banks. Since official banks hold one third of the deposits of the 
banking system, private banks were successfully pressured to lower their 
rates, although their rates are still somewhat higher than the official 
banks. Restrictions on foreign borrowing by the private sector were eased. 
Two fundamental factors keep interest rates high, however: the need of the 
Government to draw in limited domestic savings to finance budget deficits, 
and the need to keep domestic interest rates high in the face of accelerated 
depreciation of the peso. 





EXTERNAL ACCOUNTS 


In 1982, the deficit on current account increased to a record $1.2 billion, 
an 85.6 percent deterioration compared to 1981's deficit of $665 million. 
This rapid deterioration was explained by several factors including a 9.3 
percent decline in exports of goods due to lack of demand and a 24 percent 
fall in the export of services. Net capital inflows declined 38.4 percent 
compared to 1981. The deficit was financed mainly through a $740 million 
drawdown of international reserves. Reserves at the end of 1982 stood at 
$4.9 billion, equivalent to 14 months of imports. 


Colombia's external debt equalled $9.9 billion in September 1982. While 
small and well-managed compared to most Latin American debt, it has increased 
at a rapid 24 percent annual rate between 1979-1982. A large portion of the 
external debt during the past three years has been used to finance large 
public investments in the mining, hydroelectric, transport sectors and 
telecommunications. 


Registered direct foreign investments equalled $1.3 billion, an increase of 
$113 million, or 8.5 percent, over 1981 levels. U.S. investors hold 55 
percent of this investment and will increase their share as major investment 
inflows for the Cerrejon Norte coal project occur. The GOC has not been 
satisfied with the levels of investment activity and is currently studying 
ways to attract increased investment. 


Exchange policy based on the crawling peg has been in effect since 1967. The 
1982 devaluation rate of 19 percent was the highest since the system was 
implemented. In spite of mounting speculation against the peso, the GOC is 
firm in its commitment to maintain the current exchange system. However, 
depreciation of the peso is expected to accelerate in 1983 to a 25 percent 
annual rate. 


ECONOMIC POLICY 


The Betancur Administration, inaugurated in August 1982, has been confronted 
with a series of economic crises. The failure of two small private banks due 
to unsound and illegal banking practices sparked a general run on the private 
banking system and forced the Government to declare an economic emergency in 
October. One bank was nationalized and stricter controls were placed on the 
banking sector. In December the Government declared a second economic 
emergency to introduce tax reforms to increase public revenues, which were 
becoming increasingly dependent on inflationary financing. The Supreme Court 
found the reforms unconstitutional because they were not done by legislative 
means, and the proposals now face an uncertain future in the Congress. 


Finally, the devaluation of the Venezuelan bolivar in February 1983 
precipitated a run on the Colombian peso, dramatizing the deteriorating 
external account. 





The Government's approach to dealing with its multiple economic problems has 
been shifting, reflecting the real dilemmas that it faces. Initially, it 
placed high priority on attacking inflation by reducing the government defi- 
cit, holding down wage increases, jawboning to reduce interest rates, and 
insisting on increased productivity from industry in return for credit and 
protection. As the recession deepened, however, the inherent contradiction 
between the desire to reduce inflation and the need to reactivate demand has 
become increasingly clear. The accelerating loss of reserves has added 
another constraint to efforts to revive the economy. 


Accordingly, the Government has applied a wide number of measures, some with 
contradictory effects. A gradual shift to a more expansive policy is evident, 
however. To protect domestic industry, the Government has raised tariffs, 
slapped prior licensing requirements on 70 percent of imports, and applied a 
strict "buy Colombian" policy for official purchases. To deal with the 
external account, it has increased the rate of devaluation, raised export 
subsidies, and tightened exchange controls. To compensate for the defla- 
tionary effect of declining reserves, it has shifted to a more expansionary 
monetary stance. The Government has put great emphasis upon construction as 
a leading sector and plans to construct 70,000 new housing units annually, 
twice the historical rate. Finally, there are indications that the Government 
will speed up spending on projects, putting aside for the moment its earlier 
emphasis on controlling the fiscal deficit. The hope seems to be that, with 
tight management of Colombia's still ample reserves, moderately expansionist 
fiscal and monetary policies, increased protection for domestic industry, and 
faster devaluation, the country will be able to hold out until the world 
economy revives and increased demand for exports eases the problems with 
external account. 


THE OUTLOOK 


1983 will not be the year of recovery for Colombia. The external sector will 
continue to deteriorate and accelerated reserve loss will have a sharply 
contractionary effect on the monetary base. Unemployment rose to 10.8 percent 
in the first quarter of 1983, and there is no short-term relief in sight. The 
structural problems of a generally inefficient and undercapitalized local 
industry will be compounded by continued high real interest rates, limited 
credit, growing contraband, and weak demand. The agricultural sector is 
expected to improve but not dramatically. Border trade is depressed because 
of the bolivar's and sucre's devaluations. Thus, Colombia's economy is un- 
likely to grow more than one percent in real terms. A decline in output is 
possible. Petroleum exploration is expected to be off 50 percent due to 
weakening prices. The longer-term outlook is more promising. World recovery 
is beginning to pick up commodity prices. Energy dependence is decreasing and 
large coal exports beginning in 1986 will convert Colombia into a net exporter 
of energy. Colombia has large, mostly untapped hydroelectric resources. 
Additionally, Colombia has a rich agricultural base which if properly 
exploited could turn it into an important agricultural exporter. 





IMPLICATIONS FOR U.S. BUSINESS 


The United States historically maintained the largest market share in 
Colombia. U.S. market share averaged 37 percent between 1978-1981 with 
preliminary 1982 figures of actual custom manifests indicating a share of 

36 percent. In spite of increased protectionist measures noted above, 
opportunities will exist for U.S. companies interested in devoting time to 

a long-term marketing strategy. It is important that companies wishing to do 
business with the Government be totally familiar with contracting processes 
of official entities which were changed in January 1983 by Decree 222. An 
important change is the requirement that foreign construction or consulting 
firms form a joint venture with local firms to bid on government projects. 

At least 40 percent of the contract value must be assigned to the Colombian 
partner. If more than ten workers are hired to carry out a government con- 
tract, at least 80 percent of the workers, if qualified and available, must be 
Colombian. 


BEST PROSPECTS FOR 1983: Due to the likelihood of continued recession in 
1983, we have narrowed the best prospects to the following three areas: 


1. ELECTRIC POWER SECTOR: By far, the largest investments undertaken in 
1983 will be concentrated in the electric power sector. It is estimated that 
$4 billion in external credits will be needed during the 1983-1986 period, 
about one-half of total public external debt needs projected during this 
period. 


It is estimated that 10 to 15 percent of the external financing will be spent 
in generation, transmission, and distribution equipment. U.S. manufacturers 
have excellent opportunities to compete in this market, especially in the 
following equipment categories: generators (thermo and hydro), multiphase 
electric motors, static converters, transformers, diesel plants, switchboard 
and control panels, components for steam boilers, transmission line cables, 
and all types of meters. 


Major competitors include Japan (thermoelectric power plants), West Germany, 
Switzerland, Brazil and France (hydroelectric generating equipment), and 
Spain, France, Italy and Mexico (construction contracts). The United States 
holds a 21 percent market share. The market share of major competition was as 
follows: Japan, 25 percent; West Germany, 19 percent; Italy, 10 percent; and 
France, 10 percent. Success in this sector will be based on close contact 
with Colombian engineering firms, in depth knowledge vf local bidding pro- 
cedures, competitive products, prices, and--increasingly important--excellent 
financing terms. 


2. MINING AND =A This will be the second most active investment 
area with close to $3 billion in external financing required during the 1983- 
1986 period. In addition to the Cerrejon coal project, major expenditures of 
over $100 million in 1983-1984 will include the Medellin metro, phosporic rock 


mining project, ammonia-urea complex, Bogota metro, and the Casabe secondary 
oil recovery project. American suppliers have dominated this market in recent 





years with about 59 percent of the market. Good opportunities exist in the 
following equipment categories: drilling equipment, overhead cranes, tamping 
and compacting equipment, pay loaders and bulldozers. Principal competition 
can be expected from Japanese and Italian suppliers. Price, financing, 
quality and assurance of technical support, and ready availability of spare 
parts are key factors in penetrating and maintaining this market. 


3. HEALTH CARE: The Government has specific plans to purchase $200 million 
in health care equipment during 1983-1984. Particularly good opportunities 
will exist in the following areas: pacemakers, cardiovascular equipment, 
pediatric equipment, and surgical equipment. Competition has been strong from 
the French, Dutch, West Germans, English, and Japanese who have successfully 
used government supported loans to penetrate the market. To be successful, 
U.S. suppliers must be more aggressive in the market, provide more training 
for actual and prospective distributors, improve after-sales service, and 
offer competitive financial packages. The United States holds a 32 percent 
market share in health care equipment. 


INVESTMENT: The Government is currently studying ways to improve the 
investment climate in priority sectors without violating Andean Pact 
commitments. The changes that the Government is studying include: increased 
remittance ceilings, elimination of the requirement for investment to be made 
outside of Cali, Bogota and Medellin, and more attractive terms for technical 
assistance contracts. Potential investors should watch this positive 
development closely to see what changes actually occur. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-38 1-007:536 





Confused about Export The Eiport Administration Regulatone, 
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WHO, ME? EXPORT? 
YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 
the domestic market, chances are good you could 
do well in the world markets—and reap the profits. 


BUT HOW DO | START? 


That’s a good question. We have a 

handy, step-by-step guide book with the 

answers. Just send us the coupon below, 
and we’ll show you how to begin. 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? 


Exporting means greater profits and 
increased company growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
to a healthier economy, and strengthens 
our international trade position. 
Exporting is not only good for you—it’s 
good for America. 
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A BASIC GUIDE 
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